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2.9.5. The simplified tax system

The simplified system of taxation, records keeping and accounting for certain entities of small business was introduced in 1999 (Decree of the President of Ukraine on the simplified system of taxation, accounting and record keeping of small business entities No727/98 dated 03.07.98 in wording of the Decree No746/99 dated 28.06.99). This system is the most widely spread taxation method for small business entities. These entities may choose between the general and simplified systems.

The simplified system (single tax) may be applied to:

· Natural persons running business without establishing of a legal entity. At that, number of hired labour cannot exceed 10 persons; annual sales cannot exceed 500,000 UAH. The list of activity types that allow applying of the simplified taxation system is determined by local authorities and valid for the territory of their competence.

· Legal entities of all legal forms with average annual number of employees less than 50 persons; annual sales (goods, works, services) not exceeding one million UAH. But there are restrictions for single tax payers as to entities and types of activity.

Certain categories of business entities cannot be payers of the single tax, they are as follows:

· business entities that need to acquire special patents for their activities in accordance with the Law of Ukraine “Patent regulations for certain types of business activity “;

· trust societies, insurance companies, banks other financial and credit institutions, non-bank financial institutions;

· business entities, where legal entities (founders or shareholders), that are not small business entities own over 25% shares of the authorized capital;

· natural persons – individual entrepreneurs that undertake business activities without establishing of a legal entity and trade with alcoholic beverage and tobacco goods, fuel and oil materials; and,

· joint ventures based on joint activity agreements that envisage uniting of funds and property of parties to achieve their common economic goals. 

A business with legal entity status applying the simplified system of taxation, accounting and records keeping may choose one of the following alternative tax rates: 

· 6% of revenues (sales of products, services, works) excluding excise tax. At that, the company pays VAT under the Law of Ukraine on the value-added tax"; and,

· 10% of revenues (sales of products, services, woks) excluding excise. At that, the company is not levied VAT as it is included into the single tax.  

However, the simplified tax system is not always more advantageous than the general one. Anyway, choice of the taxation system always depends on a decision made by the economic entity.
Advantages and weaknesses of the general taxation system

The general taxation system is the most flexible one. If you have chosen the general taxation system, be prepared to pay all taxes and dues envisaged by the current legislation if the conditions providing for necessity of their payment arise. Nevertheless, the general taxation system takes into account as much as possible the economic showings of your business, i.e. taxpayers with low income showings do not have substantial tax liabilities. Companies bearing losses in the reporting period, often do not pay the main taxes at all (for reference: if such a company would be a single tax payer than liabilities would arise regardless of losses or profits but would depend on receipts).

The key weaknesses of the general taxation system are as follows:

· excessive aggregate amount of tax dues (income tax, VAT, corporate tax and other taxes and dues provided by the law);

· numerous taxation bases (income, sales proceeds, trade mark-up, profit, wage fund and etc.);

· high labour intensiveness of tax accounting. One has to fill in a huge number of reporting forms that have to be submitted in different terms and to different places. The problem becomes even keener due to lack of accounting automation at the enterprises that results in random mistakes and consequently to fines imposed due to infringement of tax discipline; and,

· a number of taxes paid in advance. In order to run business activity the taxpayer has to pay a tax calculated from the planned income or cost of the patent and only obtaining of the patent he/she is entitled to business undertaking. Thus, even having not started activities the company already has liabilities towards the state that makes an overwhelming barrier for many potential business start-ups.

The simplified taxation system besides the single also includes the fixed tax, fixed agricultural tax and trade tax. Thus, in accordance with the effective legislation of Ukraine there are two taxation systems that may function in the country – the simplified and the general taxation systems.

The fixed agricultural tax

The fixed agricultural tax is an alternative taxation system that was planned to be used till the 1st of January 2004, but its period of validity has been extended until 31.12.2009. The Law of Ukraine on the fixed agricultural tax gives a clear definition of the taxation object. The object of taxation is the area of agricultural holding transferred to the agricultural producer into his ownership or use (also for rent), as well as lands of inventory of water resources used by fish-farming, fishing and fishery companies for breeding, farming and fishing in the internal ponds (lakes, ponds and reservoirs).

The fixed tax

The fixed is one of the types of the simplified taxation of personal incomes. The fixed tax has been introduced by the Decree of the Cabinet of Ministers of Ukraine on the income tax of citizens. Since 1.01.2004 the Law of Ukraine on personal income tax dated 22/05/2003 has entered into force that preserves the right to pay the fixed income, i.e. the fourth section of the Decree is still in force till introduction of a special law on taxation of natural persons, who are individual entrepreneurs. In such a way, the rules of the fixed tax levy have not changed in relation to passing of the Law of Ukraine on personal income tax.

Let us draw your attention that only natural persons, who are individual entrepreneurs, can be fixed tax payers. The Laws provide for certain conditions, when an individual entrepreneur can use the simplified taxation system under fixed tax, they are as follows:

· number of people, who are in labour relations with the individual entrepreneur, including members of his/her family must not exceed 5 persons;

· gross income of business activities in the recent 12 months in the month preceding of the month of patent purchase should not exceed 7,000 of non-taxable minimums (119,000 UAH); and,
· business undertaking must be related to trade in goods and supply of services related to this trade in the marketplace paying market due.

The fixed tax payers are not allowed to sell alcoholic beverages and tobacco goods. In case an individual entrepreneur decides to choose the fixed tax system he/she has to obtain a patent via paying the fixed due at the rate set by local councils as well as to submit an application for the patent to the tax authorities.

Trade tax

The legal principles of the trade tax levy are regulated by the Decree of the Cabinet of Ministers on the trade tax.

The trade tax payers are citizens of Ukraine, foreign citizens and stateless persons regardless of the fact if they have permanent residence in Ukraine or no, if they are not registered as business entities and carry out not regular business activity, i.e. selling of produced, processed, bought products, things and goods not more than four times in a calendar year. The taxation object is the total cost of goods at market prices that the citizen have to indicate in the declaration submitted to the state tax inspection in the district (city) domiciliary, and a person, who has no permanent residence in Ukraine, at the place of goods selling. 
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